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Review of Business Conditions 


s additional data on the United States 
economy become available for April 
and May, more supporting evidence is pro- 
vided for the view that the current upswing 
is broadly based. Manufacturers’ shipments 
and new orders rose to record levels in April; 
and, reflecting these developments as well as 
general optimism, the $500 million seasonally 
adjusted increase in manufacturers’ inven- 
tories over March was the largest month-to- 
month change this year. Trade inventories 
also rose $400 million, with automobile 
stocks in the hands of dealers accounting for 
half of the increase. Construction contract 
awards (as reported by the F. W. Dodge Cor- 
poration) were 31 percent above April 1958, 
although the value of new construction in 
April was down slightly from March on a 
seasonally adjusted basis. Consumer credit 
jumped $479 million in April, with instal- 
ment credit registering its biggest monthly 
increase since 1955. 

In May the Federal Reserve Board’s index 
of industrial production climbed another two 
points to 152. Construction put in place and 
retail sales scored gains over April (after sea- 
sonal influences are taken into account). 
Housing starts, however, dropped to an an- 
nual rate of 1,340,000 units. Awards for 
heavy engineering projects reached a record 
May level, with industrial building contracts 
double the April rate and mass housing, high- 
way, and waterworks awards higher. The lat- 
est survey by the United States Department 
of Commerce and the Securities and Ex- 
change Commission reveals, moreover, that 
businesses have revised upwards by another 
$800 million their 1959 plans for plant and 
equipment expenditures to a total of $32.6 
billion for the year. Steel production contin- 
ued at high rates and automobile production 
for the year to date was almost 50 percent 
above the first five months of 1958. Automo- 
bile sales at the same time made their best 
showing since March 1957. Department store 


sales were 145 percent of the 1947-49 aver- 
age, 5 points above April and 11 points above 
May 1958. Overall employment, reflecting 
these advances, rose 1 million and the unem- 
ployment rate fell to 4.9 percent. Personal 
income also rose to a new high of $376.2 
billion at an annual rate. 


District activity in April mixed 

Against the backdrop of a vigorous na- 
tional recovery, the Twelfth District dis- 
played many strengths and some weaknesses 
—due to both man-made disturbances (ac- 
tual or threatened strikes) and to natural phe- 
nomena (weather). In general, economic ac- 
tivity continued to rise in April, but at a 
slower rate than earlier in the year. Employ- 
ment, production, and consumption moved 
above March levels, and scatteréd data for 
May indicate continuation of the upward 
trend. 

District nonagricultural employment in 
April was only 0.1 percent ahead of March 
(after seasonal adjustment), the smallest 
month-to-month rise this year. Less than sea- 
sonal increases in jobs in some of the non- 
manufacturing industries reduced the overall 
gain. Nevertheless, District employment 
maintained a larger margin over year-ago 
levels than the nation despite the increase in 
United States nonfarm employment of 0.7 
percent for the month. 

The number of job holders in the three 
Pacific Coast states increased slightly more 
than did the labor force in April. As a result, 
total unemployment fell to one-third less than 
a year ago and the unemployment rate de- 
clined from 4.6 percent in March to 4.5 per- 
cent in April. The improved situation was 
also mirrored in the May classification of 
labor markets by the United States Depart- 
ment of Labor. Portland, Oregon was shifted 
from a substantial labor surplus area to one 
of relatively moderate surplus (3.0 to 5.9 
percent unemployed) while Sacramento, Cali- 
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fornia moved out of the latter category into 
one of relatively low unemployment. In ad- 
dition, two “smaller areas” in California and 
five in Oregon, all lumbering communities, 
were removed from the substantial labor sur- 
plus list. 

The increase in nonfarm employment in 
April was concentrated in California, Ari- 
zona, and Utah as inclement weather re- 
turned to the northern parts of the District, 
hampering construction and logging opera- 
tions. Manufacturing, finance, and govern- 
ment payrolls, however, chalked up signifi- 
cant gains. Manufacturing employment ex- 
panded 0.4 percent from mid-March to mid- 
April, the smallest monthly increase in 1959. 
Production of nondurables still demon- 
strated greater strength than durables, with 
canning and processing employment up 4.3 
percent. All other nondurable categories also 
advanced in April. 

Employment rosters in dyrable goods in- 
dustries rose only 0.1 percent above March 
—hiring in the lumber and wood processing 
industries was less than usual and aircraft 
workers were laid off in line with the in- 
creased emphasis on missiles. The defense 
program, on the other hand, was also largely 
responsible for the growth in machinery and 
“other” durable goods employment (includ- 
ing the electronics, ordnance, and instrument 
industries ). A 6.1 percent increase in employ- 
ment in the motor and miscellaneous equip- 
ment classification (mainly automobile and 
truck assemblies) offset the decline in air- 
craft employment to cause a small increase 
in jobs in the transportation equipment in- 
dustries. Primary metals and metal fabricat- 
ing climbed another 0.6 percent in April, re- 
flecting primarily the upsurge in steel produc- 
tion to 6 percent above a year ago. 


Construction down but outlook 
improving 

Construction lost some of its impetus in 
April as unfavorable weather in the Pacific 
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Northwest delayed various projects. Employ- 
ment failed to rise by the customary amount, 
in contrast to the greater than seasonal rise 
in March, and preliminary data indicate that 
housing starts in the West were lower than 
the previous month. The value of construc- 
tion contract awards, however, moved up 
another 5 percent in the District, a less spec- 
tacular increase than the 33 percent March 
rise. Residential building was the most im- 
portant contributing factor, with one- and 
two-family dwellings up more than 50 percent 
over a year ago. Nonresidential construction 
was also higher than in March but below 
April 1958. Buildings for commercial use 
were down, while industrial and manufactur- 
ing plant construction and school buildings 
showed encouraging increases over a year 
ago of 53 and 16 percent, respectively. Heavy 
engineering projects had not recovered to 
year-ago levels by April but were rising slow- 
ly; public works were expanding while utili- 
ties construction contracted. 

Heavy construction activity can be ex- 
pected to pick up sharply in the coming 
months on the basis of April awards and in- 
complete figures for May. Two major con- 
tracts—a $100 million reactor project for 
the Federal Government in the Pacific North- 
west and a $150 million recreation and hous- 
ing development in the Lake Tahoe, Cali- 
fornia area—were awarded in the District in 
May, bringing the monthly total to an all- 
time high. Two smaller awards of $13.5 mil- 
lion for Capehart housing at Fort Lewis, 
Washington and $20.7 million for construc- 
tion of Ice Harbor Dam on the Columbia 
River also promise to add to a high level of 
construction activity in the District. 


Retail trade bolstered by 
automobile sales 

Wholesale and retail trade, employing the 
second largest number of District workers, 
registered the first decline in employment this 
year. Some reduction in warehousing activi- 


AGS 
We 
n 
t ; 
it q 
5 
a 
n 
iS 
of 
= 
d a 


FEDERAL RESERVE BANK OF SAN FRANCISCO 


ties and a smaller rise in retail trade probably 
figured in this development. Department store 
sales in April were 1.3 percent below March 
after adjustment for seasonal influences, trad- 
ing days, and Easter, but were still 7.7 per- 
cent above a year ago. The greatest decline 
occurred in the Pacific Northwest, which may 
have felt the combined adverse effects of em- 
ployment cuts in the aircraft industry, strikes, 
and cold, wet weather. Department store 
stocks rose in April to their highest point for 
the year to date and orders outstanding rose 
by one-fourth. Data for a smaller sample of 
stores for the four weeks in May indicate a 
further rise in sales for the month; this period 
was running 9 percent above year-ago levels 
because of particularly impressive Mother’s 
Day sales and shopping for summer needs. 

Automobile sales in the District displayed 
continued strength in April. California new 
passenger car registrations, which account for 
more than two-thirds of the District total, 
were more than 50 percent above the year- 
ago figure in April, and for the first four 
months of 1959 were 42 percent ahead of the 
comparable 1958 total. Partial figures for 
May point to little change in the high level of 
new car registrations. 


Production moves up 


Data on District production reflect the up- 
trend in economic activity in this area. Steel 
ingot production rose sharply from March to 
April and remained at a high level in May; 
steel users built up stocks in anticipation of a 
steel strike and to meet a stronger than an- 
ticipated current demand for steel products. 
January-May production for the three major 
District producers was approximately 50 per- 
cent above the comparable year-ago period. 
By the end of April, the operating rate had 
risen above 90 percent of capacity and stayed 
slightly below the national operating rates 
through May. 

Lumber production in April failed to rise 
the usual seasonal amount because of rainy 


weather in some areas. But strong demand 
from the construction industry, uncertainties 
caused by renegotiation of labor contracts, 
and a shortage of rail cars pushed up prices 
for key grades of Douglas fir lumber and ply- 
wood in mid-May. By the end of the month, 
however, prices softened as agreement was 
reached between labor and management ne- 
gotiators and some price resistance on the 
part of dealers was reported. Lumber pro- 
ducers also were reported to be showing signs 
of caution as they considered the possible ef- 
fects of rising interest rates on housing con- 
struction. Early in June the inflow of new or- 
ders slackened, resulting in a shortened work- 
week at most District plywood plants which 
had been operating at record rates in the first 
quarter. 

Crude oil production in California for four 
weeks covering April averaged 837,700 bar- 
rels daily compared with 866,400 barrels a 
year ago. May output stayed around the April 
level, about 2 percent below May 1958. De- 
mand for aluminum remained at high levels 
during the period under survey. By the end of 
May, two major companies with plants in the 
District announced plans for reactivation of 
potlines. Copper prices were firm in May with 
prices charged by producers and custom 
smelters unchanged. Demand for lead and 
zinc improved in May as prices stood firm. 
The stronger demand for lead might have re- 
sulted in a price increase had it not been for 
fears of increased foreign imports of finished 
lead products (which are not subject to 
quota). The demand for zinc, on the other 
hand, hinges largely on the outcome of the 
present steel negotiations, since the steel in- 
dustry is zinc’s largest customer. During the 
first week of June, demand for lead and zinc 
slowed down. 


Agriculture 

Agricultural employment in the District 
rose about seasonally between March and 
April, with variable weather conditions de- 
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termining the actual increase from area to 
area. Wet weather in the Pacific Northwest 
prevented any significant gain in activity in 
some sections. Favorable weather in other 
parts of the District, on the other hand, re- 
sulted in early maturing of some crops and 
permitted a good start for others. Early re- 
ports indicate a large fruit crop, but the vege- 
table situation is less clear-cut. 

The agricultural picture for the seven 
Western states was brightened by the recently 
released report that District cash receipts 
from farm marketings in March were sur- 
passed only by the record March of last year. 
The value of District farms on March 1, 
moreover, totaled $19.9 billion, 8.2 percent 
above the 1958 figure. 


Strong demand for short-term credit 

The continuing upswing in economic ac- 
tivity in April and May was reflected in the 
credit situation of the District and the nation. 
The demand for funds has been rising and, 
as past liquidity is reduced, has begun to 
press against the current supply of savings. 
Interest rates, both long and short term, have 
reflected these demands in rising to the high- 
est levels of the postwar period. In recogni- 
tion of the strong demand for funds and the 
restraint on bank reserves, leading New York 
City banks raised their prime rate on loans 
to their best borrowers from 4 to 414 percent 
in the middle of May, followed shortly after 
by major banks across the nation. As money 
market rates generally increased, five Federal 
Reserve Banks raised their discount rates to 
314 percent by the end of May, with the re- 
maining seven announcing similar increases 
in succeeding weeks. 

In the Twelfth District, total loans and in- 
vestments of weekly reporting member banks 
rose $68 million in the four weeks ending 
May 27. All of the increase was centered in 
the loan portfolio as investments fell $221 
million. Total loans were up $289 million, 
compared with $234 million in the previous 
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month and a $9 million decline in May of 
last year. 

The largest increase in loans—$171 mil- 
lion—occurred in the commercial and indus- 
trial loan category, which constitutes about 
two-fifths of total loans, and accounted for 
three-fifths of the overall loan expansion in 
May. Last year, business loans fell $21 mil- 
lion in the comparable period. Metals and 
metal products borrowing rose $27.5 million, 
compared with a decline of $2.2 million a 
year ago, reflecting the revival of manufactur- 
ing activity and the building up of steel in- 
ventories. Public utilities and transportation 
firms increased their short-term indebtedness 
to banks $26.5 million, compared with a $24 
million drop last year when utilities compan- 
ies were borrowing in the long-term market. 
Other significant gains that exceeded year- 
ago changes were recorded in loans to food 
and liquor firms, which rose contraseasonally, 
wholesale trade, and “‘all other types of busi- 
ness.” The Twelfth District loan experience 
thus far has generally followed that of the na- 
tion but the rise in credit outstanding has 
been relatively greater. 

District real estate loans, which reflect the 
pace of building activity, increased $47 mil- 
lion; agricultural loans, $17 million; and 
“other” loans, $56 million—all more than in 
the comparable year-ago period but less than 
in the previous month. The high levels of 
automobile sales and inventory rebuilding 
were mainly responsible for the expansion in 
“other” loans. 

Weekly reporting member banks in the 
District drew down their United States Gov- 
ernment portfolios $203 million in May, al- 
most three times last year’s reduction. Treas- 
ury bills fell $108 million, slightly less than 
in May 1958. Holdings of Treasury certifi- 
cates and United States bonds decreased $60 
million in comparison with net acquisitions of 
$100 million last year, while Treasury notes 
fell about the same amount as in 1958. In 
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contrast, reporting banks in the nation as a 
whole increased their bill holdings but dis- 
posed of certificates, notes, and bonds for a 
net decline of $558 million in their portfolios 
of Government obligations. The larger bill 
holdings of banks in leading cities stems from 
the increased supply of bills on the market; 
District banks did not participate in the larger 
subscriptions, probably because of the more 
vigorous demand for loans in this area. The 
decline in medium-and long-term issues held 
by District reporting banks probably indi- 
cates further selling of securities to meet cur- 
rent high levels of demand for short-term 
bank credit. 

Demand deposits in the District fell $258 
million in May, about the same amount as 
last year, and time deposits rose $82 million, 
slightly less than in 1958. Demand deposits 
for the nation as a whole fell sharply in May, 
with the decline concentrated in the one week 
between April 29 and May 6. Time deposits, 
meanwhile, rose only $35 million, compared 
with $470 million a year ago when foreign 
bank and other time deposits were growing 
rapidly. 


Long-term capital issues rising 
Borrowing costs on new issues of state and 
local governments and business corporations 
have been rising throughout the year and 
yields have been about 40 to 50 basis points 


higher than in the early part of 1958. In April 
and May rates were pushed up further as 
dealers’ inventories of municipals grew heay- 
ier and several syndicates formed for Dis- 
trict issues were terminated with unsold se- 
curities still on hand. Nevertheless, the vol- 
ume of state and local placements may set a 
new record for the first six months of 1959 
because of the large June calendar. Tax- 
exempts of $5 million or more from January 
through May totaled approximately $394 
million, compared with $426 million in the 
comparable 1958 period. The calendar for 
June adds up to more than $350 million in 
new large issues. Last June, only $12 million 
in tax-exempts were offered, a large California 
issue then occurring in July. 

Twelfth District corporations, on the other 
hand, have been less active in the capital mar- 
kets this year. Corporate offerings by Dis- 
trict firms in the “over $5 million” category 
totaled $203 million through May; in 1958 
$363 million in corporate securities were 
brought to the market. The increase in cor- 
porate profits and the consequent improve- 
ment in the cash position of corporations has 
helped to reduce their need for external 
sources of financing at the present time. 
Higher borrowing costs may also be acting as 
a deterrent. Plant and equipment expendi- 
tures, furthermore, though expected to rise 
later this year, are still at relatively low levels. 


HE very sharp rise in dollars spent by con- 

sumers for all kinds of durables immedi- 
ately following World War II reflected the 
famine of the previous four years. Since this 
initial splurge, there has been marked vola- 
tility in consumer durable outlays. From the 
first quarter of 1949 to the top of the Korean 


War boom in the third quarter of 1950, 
spending on consumer durables rose more 
than 55 percent, and from the third quarter 
of 1954 to the same period in 1955 the rise 
was almost 30 percent. Sharp declines in 
such spending have also been recorded, in- 
cluding a 25 percent drop from the peak in 
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BUSINESS INDEXES — TWELFTH DISTRICT: 
(1947-49 average = 100) 


Industrial production (physical volume)? Total Car Dep't 
cultural | ere trade § 


sales 
ment (value)? 


BANKING AND CREDIT STATISTICS — TWELFTH DISTRICT 


(amounts in millions of dollars) 


Member bank reserves and related items Bank 
Condition items of all member banks? Bank Factors affecting reserves: debits 
rates on Index 
Demand Total short-term 31 cities* 12 
deposits business i 
adjusted’ loans® 


October 
November 
cember 


1959 
January 
February 
fi a 
Apri 12,301 
May 7.51 2): 12,399 


Oan 
I+ +4414 


11,725 
12,077 


+4444 


+1 14+ 


' Adjusted for seasonal variation, except where indicated. Except for department store statistics, all indexes are based upon data from outside sources, as 
follows: lumber, California Redwood Association and U.S. Bureau of the Census; petroleum, cement, and copper, U.S. Bureau of Mines; steel, U.S. 
Department of Commerce and American Iron and Steel Institute; electric power, Federal Power Commission; nonagricultural and manufacturing 
employment, U.S. Bureau of Labor Statistics and cooperating state agencies; retail food prices, U.S. Bureau of Labor Statistics; carloadings, various 
tailroads and railroad associations; and foreign trade, U.S. Bureau of the Census. 2 Daily average. * Not adjusted for seasonal! variation. 
‘ Los Angeles, San Francisco, and Seattle indexes combined. * Commercial cargo only, in physical volume, for Los Angeles, San Francisco, San 
Diego, Oregon, and Washington customs districts; starting with July 1950, “special category’’ exports are excluded because of security reasons. 

Annual figures are as of end of year, monthly figures as of last Wednesday in month. 7 Demand deposits, excluding interbank and U.S. Gov't 
deposits, less cash items in process of collection. Monthly data partly estimated. 8 Average rates on loans made in five major cities. * Changes 
from end of previous month or year. 1 Minus sign indicates flow of funds out of the District in the case of commercial operations, and excess 
of receipts over disbursements in the case of Treasury operations. 1 End of year and end of month figures. 2 Debits to total deposits except 


pepeank prior to 1942. Debits to demand deposits except U.S. Government and interbank deposits from 1942. e—Estimated. r—Revised. 
Preliminary. 
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june 1959 
tnd Pe 
month Lumber | Crude enned ement steel> Copper? | power ment | %4 Exports | Imports 
1929 95 87 78 54 we 105 29 = ous 102 30 64 190 124 ; 
1933 40 52 50 27 eae 17 26 aca ae 52 18 42 110 72 a 
1939 71 67 63 56 24 80 40 60 57 77 31 47 163 95 a 
1949 100 99 103 100 97 93 108 99 97 94 98 100 85 121 2 
1950 113 98 103 112 125 115 119 103 105 98 107 100 91 137 
1951 113 106 112 128 146 116 136 112 121 100 112 113 186 157 
1952 116 107 116 124 139 115 144 118 130 100 120 115 171 200 
1953 118 109 122 130 158 113 161 121 137 100 122 113 140 308 : 
1954 116 106 119 132 128 103 172 120 134 96 122 113 131 260 
1955 121 106 122 145 154 120 192 127 143 104 132 112 164 308 
1956 120 105 129 156 163 131 210 134 152 104 141 114 195 443 
1957 107 101 132 149 172 130 224 138 157 96 141 118 230 575 
1958 106 94 124 158 141 116 228 137 154 89 142 123 174 537 
1958 
April 97 94 119 129 132 120 218 135 151 87 142 125 171 445 — 
May 103 93 124 176 139 106 227 136 151 90 142 124 193 468 
June 100 93 123 178 140 101 234 137 153 90 143 124 190 617 : 
July 102 92 127 179 112 79 232 138 153 84 140 124 180 602 
August 109 93 128 179 132 91 232 138 155 92 148 123 181 513 
September 109 93 129 179 148 119 228 138 155 94 140 123 i 607 
October 113 93 130 186 152 132 238 139 156 81 141 123 17 712 — 
November 114 93 127 159 168 139 231 140 158 91 149 124 178 545 — 
December 119 93 124 165 165 129 236 140 159 97 147 123 170 762 : 
1959 
January 120 92 125 161 168 136 238 141 161 98 150 124 237 504 ? 
February 118 92 126 142 187 138 242 141 162 93 155 123 153 696 
March 116r 95 128 171 194e 141 219 142 163 97 155 123 209 ee : 
April 114 92 130 178 212e 144p aed 142 164 94 153 123 ahs bac j 
and Loan 
month and E 
discou 
1929 2,239 495 1,234 1,790 34 0 + 23 6 175 42 
1933 1,486 720 951 1,609 2 - 110 + 150 18 185 18 : 
1939 1,967 1,450 1,983 2,267 2 — 192 + 245 31 584 30 = 
1951 7,866 6,463 9,937 6,777 21 —1,582 +1,983 189 2,269 132 : 
1952 8,839 6,619 10,520 7,502 7 —1,912 +2,265 132 2,514 140 
1953 9,220 6,639 10,515 7,997 14 —3,073 +3,158 39 2,551 150 4 
1954 9,418 7,942 11,196 8,699 2 —2,448 +2,328 30 2,505 154 ‘ 
1955 11,124 7,239 11,864 9,120 38 —2,685 +2,757 100 2,530 172 
1956 12,613 6,452 12,169 9,424 52 —3,259 +3,274 96 2,654 189 
1957 13,178 6,619 11,870 10,679 31 —4,164 +3,903 83 2,686 203 
1958 13,812 8,003 12,729 12,077 89 —3,558 +3,645 63 2,658 209 
1958 
May 12,977 203 154 90 2,456 193 : 
June 13,197 409 531 22 2,494 212 ‘ 
July 13,142 384 302 4 2,474 211 
August 13,356 15 193 46 2,621 204 
September 13,350 378 157 31 2,451 210 ; 
13,419 517 726 57 2,612 215 
13,591 305 398 31 2,727 208 
| 13,812 = 542 518 11 2,658 239 d 
109 2,656 226 
17 2,602 234 
4.97 re 4 2,588 240 
nae 18 2,606 242 
48 2,699 232 
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CuarT 1 
SPENDING ON CONSUMER DURABLES 
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Source: United States Department of Commerce. 


the third quarter of 1950 to the second quar- 
ter of 1951. (Chart 1) 


Consumer durable outlays, from quarter to 
quarter, have generally fluctuated more dur- 
ing the postwar period than plant and equip- 
ment spending by business. Furthermore, in 
terms of timing, spending on consumer dur- 


ables has been less closely related to fluctu- 
ations in economic activity than business 
spending for fixed capital. (Chart 2) Per- 
haps the most outstanding characteristic has 
been the tendency of durables spending to 
recover before activity generally or to rise 
in the very early stages of a general upswing. 


CHART 2 


FLUCTUATIONS IN SPENDING RELATIVE TO TREND 
SELECTED SERIES 


1946-59 


CONSUMER OURABLES OUTLAYS 


GROSS NATIONAL PRODUCT =% 


PLANT AND EQUIPMENT EXPENDITURES 


1946 1948 1950 


1952 1954 


Source: United States Department of Commerce. Data adjusted by this bank for postwar trend. 
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Both the volatility and the cyclical charac- 
teristics of outlays on durables reflect the pull 
and tug of special conditions such as con- 
sumer credit controls and changing consumer 
credit terms, the early postwar backlogs of 
demand, the availability of products and 
model changes, and a cut in personal income 
taxes in the early stages of the 1953-54 re- 
cession, as well as the more normal forces of 
income levels, levels of home construction, 
indebtedness, and the stock and age of dur- 
ables. 

The meteoric rise in durables spending 
after World War II, its volatility, and its ten- 
dency to lead recovery raise questions about 
its role in the current recovery. Simple anal- 
ogy might suggest that the rise now under 
way will soon reach proportions of some of 
the earlier surges. Such a development would 
parallel the record of previous recoveries and 
would fit those analyses which emphasize the 
recent rise in personal income as the domi- 
nant force in consumer spending on durables. 
However, the stock of durables relative to in- 
come and population is currently much 
greater than in prior years, consumer indebt- 
edness is high, and family formation is low. 
Consequently, a broader view of consumer 
spending on durables seems advisable, and 
examination of some of the better known 
forces can help provide a useful perspective. 


Surveys of consumer spending on durables 
indicate that the higher the income bracket 
the greater the proportion of spending units* 
which purchase durables. Department of 
Commerce estimates show an upward shift of 
family units in the income distribution (in 
constant dollars) from 1947 to 1957, and a 
decline in the percentage of units receiving 
2 There are two concepts used in describing the consumer unit. A 

spending unit consists of all related persons living together who 
pool their incomes. Single persons over 18 living with members 
of their family but not pooling their incomes are considered sep- 
arate spending units, as are unattached individuals. A family 


unit consists of two or more related persons residing together; 
unattached individuals are considered as single person families. 


TABLE 1 


1947 Incomes Expressed in 1957 Dollars 


Percentage 
Distribution of 
Consumer Units 
1957 1947 


Millions of 
Consumer Units 
Income Level 1957 1947 
Under $2,000 7.3 8.0 14 18 
$2,000-3,999 12.1 13.7 23 31 
$4,000-5,999 13.6 11.5 25 25 
$6,000-7,999 9.6 5.6 18 12 
$8,000-9,999 4.8 2.5 
$10,000-14,999 3.9 2.1 
$15,000 and over 2:3 1.3 


53.5 44.7 100 
Source: Survey of Current Business, April 1958, p. 13. 


less than $4,000 a year in real income. (Table 
1) In the $4,000 to $6,000 range, the pro- 
portion of consumer units remained un- 
changed from 1947 to 1957. The greatest ab- 
solute and relative growth occurred in the 
$6,000 to $10,000 bracket, with substantial 
gains in the brackets above $10,000. There 
has consequently been a tendency in the post- 
war period for those units which spend most 
heavily on consumer durables to increase 
both relatively and absolutely, while the pop- 
ulation in the lower spending brackets has 
declined. 


The life cycle of population units 


Another important set of factors consid- 
ered as influencing spending on durables is 
the life cycle of a spending unit, family 
status, and home ownership. For example, 
home ownership has grown steadily in the 
postwar period, and the proportion of dwell- 
ings occupied by owners has increased from 
44 percent in 1940 to 60 percent in 1956. In 
the 1947-56 period, spending units owning 
their own homes spent about 17 percent of 
their incomes on durables, compared with 
10.5 percent for all renters. Married couples 
tended to spend more than single individuals. 
The heaviest spenders on durable goods (rel- 
ative to income) were married couples under 
age 35, followed closely by couples in the 35 
to 44 year age bracket. Families without chil- 
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dren tended to be heavier spenders than those 
with youngsters. 

Persons 45 years old or over tended to have 
lower spending rates because they may have 
been under less pressure to expand their 
stock of durables than younger couples. A re- 
cent study of consumer spending for durables 
found that the more recent the marriage the 
higher the spending rate. No doubt families 
or individuals over 45 may be interested in 
new types of durables and in replacing exist- 
ing equipment. The evidence available, how- 
ever, suggests that the older the head of a 
spending unit and the longer a household has 
been established, the less the spending on 
durables relative to income. 

Rapid family formation in the early post- 
war years added to other factors which in- 
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duced a high rate of spending on durables. 
From 1946 to 1950, the increase in married 
couples was much larger than in the follow- 
ing eight years. Moreover, the number of 
couples without their own households 


MONTHLY REVIEW 


dropped more sharply during this period than 
it has since 1950. Consequently, couples with 
their own dwellings increased more rapidly 
than the number of married couples. 
Projections of population show a continu- 
ing decline in the number of new households 
through 1960 followed by a gradual rise for 
several years. It is also likely that the propor- 
tion of households headed by persons under 
35 will continue to decline in the near future. 


The financial position of consumers 


Consumer debt and liquid assets are 
another influence in spending on durables. 
One view of the burden of debt on consumers 
is derived by comparing instalment debt to 
personal income after taxes. Just prior to 
World War II the ratio of instalment debt to 
income was 7 percent. This ratio was very 
low at the end of the war due to consumer 
credit controls and the dearth of durables 
(especially the lack of new car production), 
but by 1955 it had risen to 10.5 percent of 
income after taxes. At the end of 1957, instal- 
ment credit amounted to 11.1 percent of in- 
come, but last year it receded to about the 
1955 ratio. Another view is afforded by com- 
paring total contractual payments (those on 
consumer debt, mortgages, real estate taxes, 
insurance and pensions, and tenants’ rents) 
to income after taxes. Based on a study by 
the National Industrial Conference Board, 
these payments were at the exceedingly low 
level of about 10.5 percent in 1944, but had 
climbed to 24.4 percent in 1958. 

How are such ratios evaluated? If all other 
things remained equal, a high ratio would 
obviously be much less favorable than a low 
one. The average ratio of some period be- 
fore the war might conceivably be taken as a 
measure of “normality.” In the late 1930’s 
the ratio of contractual payments to income 
stood below 20 percent. Consumers now have 
higher than this “norm” of fixed payments, 
but all other things did not remain the same. 
Real income has risen substantially over the 
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years, and spending for food, clothing, and 
other so-called essentials has risen much less 
rapidly, leaving a greater margin for major 
purchases. One cannot say with certainty, 
therefore, at what point debt or fixed pay- 
ment ratios become critical when other rele- 
vant factors are changing. 

Consumer holdings of liquid assets, such 
as currency, deposits, savings and loan shares, 
and Government securities, also may influ- 
ence spending. In 1940, liquid assets totaled 
about 70 percent of income after taxes; at 
the end of World War II they were 125 per- 
cent. Some observers have regarded this high 
level as an important influence on the imme- 
diate postwar spending surge. Since 1946 the 
ratio of liquid assets to disposable income 
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has fallen fairly steadily, but slowly, and in 
1958 was still about 95 percent. Here again 
some dampening effect is apparent, but only 
in comparison with a period of unusual liquid- 
ity brought about by years of rising income 
and strong restrictions on spending. 


The stock of goods 


Still another factor influencing spending 
on durables in both the long- and short-run 
is the stock of such goods already owned by 


consumers. Near the end of World War II, 
stocks of most durables were low and the age 
of many items placed them in or beyond 
what might be considered the normal replace- 
ment period. By 1948 a significant increase 
in stocks and in replacements was achieved. 
Subsequently, there was a_ considerable 
further expansion in the stock of durables. 
For example, the proportion of spending 
units owning cars increased from 50 percent 
in 1948 to 70 percent in 1958. While owner- 
ship of more than one automobile became in- 
creasingly common for a number of postwar 
years (in 1956, 9 percent of the spending 
units owned more than one car, compared 
with less than 5 percent in 1948), the in- 
crease in the number of two-car spending 
units has been much slower since 1956. The 
present relatively high rate of automobile own- 
ership and the slower growth in multiple own- 
ership may indicate a smaller unpenetrated 
market than in earlier years. Expansion in the 
stock of automobiles may depend more upon 
the number of people entering the ownership- 
age brackets than in the early postwar period. 
The number of persons reaching the car-own- 
ing age brackets is not likely to increase much 
until after 1960. 

The growth in stocks of furniture and 
household appliances has been accompanied 
by a reduced rate of spending in terms of in- 
come since the scare buying of 1950. During 
the early postwar years a good part of the 
deficit in stocks held by consumers was elim- 
inated; since then an increasing part of the 
demand has reflected replacements. Expan- 
sion in use of certain appliances and the ef- 
fects of an increasing number of housing 
units and families have provided a margin of 
new demand, but not so much as prior to 
1950. Net family formation in recent years 
has averaged about 2 percent, compared 
with 3.5 percent in the period 1946-50, and 
housing starts have not continued the trend 
of growth achieved through 1955. 
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Despite fluctuations, spending has been 
steadier for household goods than for autos. 
The considerably smaller average outlay for 
furniture and appliances may have made such 
expenditure less sensitive to income change. 
The variety of household goods may also 
have prevented the marked sensitivity to 
changes in stocks in any one year that is evi- 
dent for automobiles. An increase in overall 
stocks does not affect all household items 
similarly and available market potential var- 
ies as well. The still large potential for home 
freezers, dryers, dishwashers, and floor pol- 
ishers may moderate declines in other items. 
Furthermore, model changes have less influ- 
ence on the replacement of household goods 
than of automobiles; the average number of 
years’ use for most household durables is con- 
siderably greater. 

Spending for other consumer durables 
(jewelry, cameras, toys, sporting goods, shop 
equipment, and other personal durables) has 
shown steady growth since 1949, increasing 
slightly more than disposable income. The 
wide range of items, combined with a con- 
tinuous diversification of demand for recrea- 
tional goods and do-it-yourself equipment, 
has stimulated their demand. Except for the 
early postwar years, when purchases of jew- 
elry and other durables not restricted by war 
conditions were declining, outlays for these 
items have resisted the moderate declines in 
income and have increased even in recession 
years. 

Long-run income developments and pros- 
pects constitute an expansionary factor as do 
diversification of demand and the variegation 
of household and other durables available. 
Population changes in recent years and for 
the near future appear moderately restrictive 
because of lower family formation rates and 
an age distribution less favorable to spending, 
although later in the 1960’s these factors are 
likely to be reversed. The long-run tendency 
in the debt and liquid assets position of con- 
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sumers at best appears neutral, but the rise 
in debt ratios could be interpreted as provid- 
ing a restraint on growth of expenditures. 
The increase in stocks seems to provide a 
barrier to any prolonged sharp upsurge in 
durable outlays. While the long-run forces 
appear to be either in balance or moderately 
contractionary, with income growth and the 
increasing variety of goods offset or perhaps 
overbalanced by other factors, the short-run 
forces can still provide a different view in 
any given year. 


Spending on consumer durables fell almost 
10 percent between the third quarter of 1957 
and the second quarter of 1958, and the drop 
in the annual total was almost 7 percent be- 
tween 1957 and 1958. As is so often the case, 
spending on automobiles between the two 
years declined more sharply, about 18 per- 
cent in dollar volume, 25 percent in new car 
units. Since consumer income fell only 1 per- 
cent after adjustment for price changes, this 
decline seems quite large, but automobile 
sales typically fluctuate more sharply than 
income. 

The change in income, stocks, and the size 
of the monthly payment were all unfavorable 
for automobile sales last year. They were 
certainly no more favorable to spending on 
household or other durables, yet outlays for 
furniture and appliances declined very little 
between 1957 and 1958, and spending on 
other durables rose slightly. The more mod- 
erate response of spending on household dur- 
ables than on automobiles to changes in in- 
come is one explanatory factor. Another im- 
portant influence was the strong upsurge in 
homebuilding early in 1958 which was fol- 
lowed by a rise in outlays on household dur- 
ables during the second half of the year. 


The current situation 


The recovery under way since April 1958 
has brought about a rise in personal dispos- 
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able income of 5 percent. The rise in dollar 
receipts represents a comparable gain in real 
income because of the almost inconsequential 
change in prices over the past 12 months. If a 
further expansion of income occurs in 1959, 
the base for consumer spending on durables 
will be broadened. Because of the low volume 
of automobile sales in 1958, the stock of 
automobiles increased less than 2 percent, a 
smaller rise than in cther recent years. Credit 
terms have tended to become easier in the past 
year, primarily through the device of writing 
a higher percentage of contracts in the 24 to 
36 month range. This easing, however, may 
have been offset by the rise in new car prices 
for the 1959 models. Changes in income and 
the stock of automobiles suggest the possi- 
bility of a substantial rise in new car sales this 
year—sales through May were 29 percent 
above 1958. 

The improvement in income augurs well 
for household durables, but in this case the 
homebuilding upswing is also a highly expan- 
sionary factor. As already noted, the rise in 
spending on appliances and furniture moved 
up sharply in the second half of 1958 in the 
wake of increased home construction. A 55 
percent rise in housing starts was recorded 
between March and December (on a sea- 
sonally adjusted annual rate basis) and the 
number of starts in December 1958 was near 
the all-time high. After a decline in January 
and February, housing starts recovered in 
March and April to slightly below the Decem- 
ber level. Despite a decline from April, May 
housing starts were still well above the aver- 
age level of recent years, and the volume of 
work in process will probably continue high 
for some months to come. 

Recent statistics reflect some of the effects 
on household durable sales of the rise in 
homebuilding and income. Distributors’ sales 


of appliances to dealers were about 30 per- 
cent higher for a number of items in the first 
four months of this year than in 1958, al- 
though some of this rise represents increases 
in dealer inventories. Retail sales of house- 
hold durables in April were 23 percent ahead 
of a year ago. The short-run forces favor 
continued expansion in the household dur- 
ables field, but expectations of surges as vig- 
orous as in 1950 or even 1955 may meet 
with disappointment. Demand for household 
durables is currently receiving little stimulus 
from long-run factors. 


Scare buying in 1950 created a new peak 
in the rate of spending on durables, and a 
sharp easing in consumer credit terms along 
with a housing boom contributed signifi- 
cantly to the near-record rate in 1955. Elim- 
inating 1950, 1955, and recession years, the 
overall rate of spending on durables is about 
as high currently as before 1950. Three ele- 
ments can be distinguished in recent con- 
sumer spending on durable goods: the chang- 
ing long-run growth forces, the 1957-58 re- 
cession, and the current upswing. Long-run 
forces have considerably less strength cur- 
rently than in the late 1940’s; there has been 
a gradual decline in such strength since 1950. 
In keeping with this observation, the recent 
recession had a more adverse effect on 
spending on consumer durables than earlier 
declines in the postwar period. The current 
upswing in spending on automobiles, house- 
hold goods, and other durables is in large 
measure a reflection of favorable short-run 
forces. If there is a continuing rise in personal 
income and a large volume of residential 
construction in process for most of 1959, the 
outlook will be promising, but it will lack 
the bonanza glow of years like 1950 or 1955. 
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